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SUBJECT: Sales or Use Tax Paid For Qualified Property Used Wthin Enterprise Zone
Credit/Index Dollar Limt

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUWARY OF BILL

This bill would increase the limtation on the cost of property that qualifies
for the enterprise zone sales or use tax credit to account for inflation from
1984 to 1999 and woul d provide for an annual inflation adjustnent based upon
changes in the California Consumer Price |Index (CCPl).

This anal ysis is based upon the attached techni cal amendnents that have been
provided to the author. The author’s staff stated that they woul d accept these
amendnent s.

SUWARY OF AMENDMENT

The January 3, 2000, anmendnents deleted the provisions of the bill as introduced
(relating to a credit for marginal oil well production) and added the provisions
di scussed in this analysis.

EFFECTI VE DATE

As a tax levy, this bill would becone effective i medi ately upon enactnent and
woul d apply to taxable and inconme years begi nning on or after January 1, 2000.

LEG SLATI VE H STORY

SB 2023 (Ch. 955, Stats. 1996) repealed the enterprise zone and program area tax
i ncentives and replaced themw th new enterprise zone incentives that were a
conmbi nation of the incentives provided under the previous prograns. SB 200

(Ch. 609, Stats. 1997) anended the enterprise zone incentives to clarify that

t axpayers operating in Manufacturing Enhancenent Areas (MEA) are not allowed the
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enterprise zone incentives. AB 2798 (Ch. 323, Stats. 1998) nodified the incone
apportionment rules for the enterprise zone sales or use tax credit to a two-
factor fornmula based on California-sourced i ncome and expanded the definition of
qualified property to include data processing and conmuni cati on equi pnent and
notion picture manufacturing equi pnent. SB 1229 (Ch. 987, Stats. 1999) made a
techni cal correction.

SPECI FI C FI NDI NGS

Under the Government Code, existing state |aw provides for the designation of
enterprise zones, Local Agency MIlitary Base Recovery Areas (LAMBRA), a Targeted
Tax Area (TTA), and MEAs. Using specified criteria, the TCA designates these
econom ¢ devel opnent areas fromthe applications received fromthe |oca
gover ni ng bodi es.

Under the Revenue and Taxati on Code, existing state |aw provi des special tax

i ncentives for taxpayers conducting business activities within economc

devel opnent areas. These incentives include a sales or use tax credit, hiring
credit, business expense deduction, and special net operating | oss treatnent.
Two additional incentives include a net interest deduction for businesses that
make | oans to businesses within the enterprise zones and a tax credit for

enpl oyees working in an enterprise zone.

Sales or Use Tax Credit

The sales or use tax credit is allowed for an amount equal to the sales or use
taxes paid on the purchase of qualified property purchased for exclusive use in
an econoni c devel opnent area (except MEA). The ampunt of the credit is limted
to the tax attributable to econom c devel opnent area income. Qualified property
is defined as follows:

Ent erpri se Zone and TTA:
Machi nery and machi nery parts used for
= manufacturing, processing, assenbling, or fabricating;
s produci ng renewabl e energy resources; or
s air or water pollution control mechanisns.
Dat a processi ng and conmuni cati on equi pnent .
Certain notion picture manufacturing equi pnent.
LAMVBRA:
hi gh technol ogy equi prent (e.g., conputers);
ai rcraft mai ntenance equi pnent;
aircraft conponents; or
certain depreciable property.

In addition, qualified property nust be purchased and placed in service before
the econonmi c devel opnent area designation expires. The maxi num cost of property
that may be eligible for the enterprise zone, LAMBRA, and TTA sales or use tax
credit is $1 million for taxpayers filing under the Personal Income Tax Law
(PITL) and $20 nmillion for taxpayers filing under the Bank and Corporation Tax
Law (B&CTL) .

This bill, as proposed to be amended, would increase the limtation on the cost
of property qualified for the enterprise zone sales or use tax credit by a factor
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of 1.62 to account for inflation from 1984 to 1999 and provide for an annua

i nflati on adjustnent based upon changes in the CCPI. (The limtation anmounts for
t axabl e or income years begi nning during 2000 would increase from$1l mllion and
$20 mllion to $1, 620,000 and $32, 400, 000, respectively.)

This bill, as proposed to be amended, would require the California Departnent of
Industrial Relations to transmt to the departnent on or before August 1 of each
year the percentage change in the CCPI for all itenms from June of the prior

cal endar year to June of the current cal endar year. The departnment woul d use
this information to determ ne the indexed limtation amunt.

Pol i cy Consideration

This bill would create an additional difference between enterprise zones and
the other econom c devel opnent areas with the sales or use tax credit
(LAMBRAs and TTAs). Recently, legislation in this area has tended toward
conform ng the tax incentives provided to the various econoni c devel opnent
ar eas.

| npl enent ati on Consi derati on

I npl enentation of this bill, as proposed to be amended, would occur during
the departnent’s normal annual system update.

Techni cal Consi derati ons

The attached anendnments woul d acconplish the goals of nodifying the
enterprise zone sales or use tax credit as follows:

For taxable or inconme years beginning during 2000, increase the
limtation amount on the total cost of qualified property to account for
inflation fromJune 1984 to June of 1999. This would be acconplished by
mul tiplying the current limt by a factor of 1.62. Under the PITL, the
l[imtati on anmobunt woul d be increased from%$1 mllion to $1, 620, 000.

Under the B&CTL, the limtation ampunt woul d be increased from $20
mllion to $32, 400, 000.

I ndex the increased limtation anobunt annually thereafter for taxable or
i ncome years beginning on or after January 1, 2001.

I nclude the changes to the sane credit under the PITL.

FI SCAL | MPACT

Departnental Costs

This bill, as proposed to be amended, would not significantly inpact the
departnent’s costs.

Tax Revenue Esti mate

Assuming this bill, as proposed to be anended, would increase the magnitude
of applied sales and use tax credits by 5% the revenue | oss would be on the
order of $2 mllion annually beginning in 2000-01.
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Any possi bl e changes in enploynent, personal incone, or gross state product
that mght result fromthis nmeasure are not taken into account.

Tax Revenue Di scussi on

According to departnent data, the total anpunt of applied sales and use tax
credits for enterprise zone activity was nearly $20 mllion for tax year
1996. It is projected for year 2000, that applied enterprise zone sal es and
use tax credits under current law will increase to approxi mately $40
mllion. The reason for the significant increase is the repeal of the Los
Angel es Revitalization Zone (LARZ). Taxpayers in formerly overl appi ng
enterprise zone and LARZ areas now will generate only new enterprise zone

i ncentives, which will increase the anpbunt of enterprise zone credits

cl ai med.

POSI TI ON

Pendi ng.
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FRANCHI SE TAX BOARD S
PROPCSED AMENDMENTS TO AB 1610
As Amended January 3, 2000

AVMENDMENT 1
Strike out lines 1 and 2 of the title and insert:
An act to anend Sections 17053.70 and 23612.2 of the Revenue and Taxation
AVENDMENT 2

On page 1, strikeout lines 1 and 2, strikeout pages 2 through 13, inclusive,
on page 14, strikeout lines 1 through 9, and insert:

Section 17053.70 of the Revenue and Taxation Code is amended to read:

17053.70. (a) There shall be allowed as a credit against the "net tax" (as
defined in Section 17039) for the taxable year an anpbunt equal to the sales or
use tax paid or incurred during the taxable year by the taxpayer in connection
with the taxpayer's purchase of qualified property.

(b) For purposes of this section:

(1) "Taxpayer" neans a person or entity engaged in a trade or business
within an enterprise zone.

(2) "Qualified property" neans:

(A) Any of the follow ng:

(i) Machinery and machinery parts used for fabricating, processing,
assenbl i ng, and manufacturi ng.

(ii1) Machinery and machinery parts used for the production of renewable
energy resources.

(iii) Machinery and machinery parts used for either of the foll ow ng:

(I') Air pollution control mechani sns.

(I'1) Water pollution control mechani sns.

(iv) Data processing and conmuni cati ons equi prent, including, but not
limted, to conmputers, conputer-automated drafting systenms, copy nachi nes,

t el ephone systens, and faxes.

(v) Motion picture manufacturing equi pnment central to production and
post production, including, but not limted to, caneras, audio recorders, and
digital imge and sound processing equi pnent.

(B) The total cost of qualified property purchased and placed in service in
any taxable year that may be taken into account by any taxpayer for purposes of
claimng this credit shall not exceed one million dollars ($1,000,000). The
limtation specified in this subparagraph shall be reconputed pursuant to
subdi vi si on (h).

(C The qualified property is used by the taxpayer exclusively in an
enterprise zone.
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(D) The qualified property is purchased and placed in service before the
date the enterprise zone designation expires, is no |onger binding, or becones
i noperati ve.

(3) "Enterprise zone" neans the area designated as an enterprise zone
pursuant to Chapter 12.8 (conmencing with Section 7070) of Division 7 of Title 1
of the Government Code.

(c) If the taxpayer has purchased property upon which a use tax has been
paid or incurred, the credit provided by this section shall be allowed only if
qualified property of a conparable quality and price is not tinely available for
purchase in this state.

(d) In the case where the credit otherw se allowed under this section
exceeds the "net tax" for the taxable year, that portion of the credit that
exceeds the "net tax" may be carried over and added to the credit, if any, in
succeedi ng taxabl e years, until the credit is exhausted. The credit shall be
applied first to the earliest taxable years possible.

(e) Any taxpayer who elects to be subject to this section shall not be
entitled to increase the basis of the qualified property as otherw se required by
Section 164(a) of the Internal Revenue Code wth respect to sales or use tax paid
or incurred in connection with the taxpayer's purchase of qualified property.

(f)(1) The amount of the credit otherw se all owed under this section and
Section 17053.74, including any credit carryover fromprior years, that my
reduce the "net tax" for the taxable year shall not exceed the anount of tax that
woul d be inposed on the taxpayer's business incone attributable to the enterprise
zone determned as if that attributable income represented all of the incone of
the taxpayer subject to tax under this part.

(2) Attributable inconme shall be that portion of the taxpayer's California
source business inconme that is apportioned to the enterprise zone. For that
pur pose, the taxpayer's business incone attributable to sources in this state
first shall be determ ned in accordance with Chapter 17 (commencing with Section
25101) of Part 11. That business incone shall be further apportioned to the
enterprise zone in accordance with Article 2 (commencing with Section 25120) of
Chapter 17 of Part 11, nodified for purposes of this section in accordance with
par agraph (3).

(3) Business incone shall be apportioned to the enterprise zone by
mul tiplying the total California business income of the taxpayer by a fraction,
the numerator of which is the property factor plus the payroll factor, and the
denom nator of which is two. For purposes of this paragraph:

(A) The property factor is a fraction, the nunerator of which is the average
val ue of the taxpayer's real and tangi ble personal property owned or rented and
used in the enterprise zone during the taxable year, and the denom nator of which
is the average value of all the taxpayer's real and tangi bl e personal property
owned or rented and used in this state during the taxable year.

(B) The payroll factor is a fraction, the nunerator of which is the total
anount paid by the taxpayer in the enterprise zone during the taxable year for
conpensation, and the denom nator of which is the total conpensation paid by the
taxpayer in this state during the taxable year

(4) The portion of any credit remaining, if any, after application of this
subdi vi sion, shall be carried over to succeeding taxable years, as if it were an
anount exceeding the "net tax" for the taxable year, as provided in subdivision
(d).

(g) The anmendnents made to this section by the aet—addingthissubdivision
Chapter 323 of the Statutes of 1998 shall apply to taxable years begi nning on or
after January 1, 1998.
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(h)(1) For any taxable year beginning on or after January 1, 2000, and
before January 1, 2001, the limtation described in subparagraph (B) of paragraph
(2) of subdivision (b) shall be nultiplied by a factor of 1.62.

(2) For taxable years beginning on or after January 1, 2001, and before
January 1, 2002, and within each cal endar year thereafter, the Franchi se Tax
Board shall reconmpute the limtation described in subparagraph (B) of paragraph
(2) of subdivision (b). That conputation shall be nade as foll ows:

(A) The California Departnent of Industrial Relations shall transmt
annually to the Franchi se Tax Board the percentage change in the California
Consumer Price Index for all itenms fromJune of the prior cal endar year to June
of the current cal endar year, no |later than August 1 of the current cal endar
year.

(B) The Franchi se Tax Board shall do both of the foll ow ng:

(i) Conmpute an inflation adjustnment factor by adding 100 percent to the
percent age change figure that is furni shed pursuant to subparagraph (A) and then
dividing the result by 100.

(i) Multiply the amount of the preceding year’s linmtation applicable for
pur poses of subparagraph (B) of paragraph (2) of subdivision (b) by the inflation
adj ustnment factor determned in clause (i) and round off the resulting product to
t he nearest one dollar ($1).

Section 23612.2 of the Revenue and Taxation Code is anended to read:

23612.2. (a) There shall be allowed as a credit against the "tax"(as defined
by Section 23036) for the incone year an anmount equal to the sales or use tax
paid or incurred during the incone year by the taxpayer in connection with the
taxpayer's purchase of qualified property.

(b) For purposes of this section:

(1) "Taxpayer" neans a corporation engaged in a trade or business within an
enterprise zone.

(2) "Qualified property" neans:

(A) Any of the follow ng:

(i) Machinery and machinery parts used for fabricating, processing,
assenbl i ng, and manufacturi ng.

(ii1) Machinery and machinery parts used for the production of renewable
energy resources.

(iii) Machinery and machinery parts used for either of the foll ow ng:

(I') Air pollution control mechani sns.

(I'1) Water pollution control mechani sns.

(iv) Data processing and conmuni cati ons equi prent, including, but not
limted to, conmputers, conputer-automated drafting systenms, copy nachi nes,

t el ephone systens, and faxes.

(v) Motion picture manufacturing equi pnment central to production and
post production, including, but not limted to, caneras, audio recorders, and
digital imge and sound processing equi pnent.

(B) The total cost of qualified property purchased and placed in service in
any incone year that may be taken into account by any taxpayer for purposes of
claimng this credit shall not exceed twenty million dollars ($20,000,000). The
limtation specified in this subparagraph shall be reconputed pursuant to
subdi vi si on (h).

(C The qualified property is used by the taxpayer exclusively in an
enterprise zone.
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(D) The qualified property is purchased and placed in service before the
date the enterprise zone designation expires, is no |onger binding, or becones
i noperati ve.

(3) "Enterprise zone" neans the area designated as an enterprise zone
pursuant to Chapter 12.8 (conmencing with Section 7070) of Division 7 of Title 1
of the Government Code.

(c) If the taxpayer has purchased property upon which a use tax has been
paid or incurred, the credit provided by this section shall be allowed only if
qualified property of a conparable quality and price is not tinely available for
purchase in this state.

(d) In the case where the credit otherw se allowed under this section
exceeds the "tax" for the incone year, that portion of the credit which exceeds
the "tax" may be carried over and added to the credit, if any, in the foll ow ng
year, and succeedi ng years if necessary, until the credit is exhausted. The
credit shall be applied first to the earliest incone years possible.

(e) Any taxpayer who elects to be subject to this section shall not be
entitled to increase the basis of the qualified property as otherw se required by
Section 164(a) of the Internal Revenue Code with respect to sales or use tax paid
or incurred in connection with the taxpayer's purchase of qualified property.

(f)(1) The amount of credit otherw se allowed under this section and Section
23622.7, including any credit carryover fromprior years, that may reduce the
"tax" for the incone year shall not exceed the ampbunt of tax which would be
i nposed on the taxpayer's business incone attributable to the enterprise zone
determned as if that attributable income represented all of the incone of the
t axpayer subject to tax under this part.

(2) Attributable inconme shall be that portion of the taxpayer's California
source business inconme that is apportioned to the enterprise zone. For that
pur pose, the taxpayer's business incone attributable to sources in this state
first shall be determ ned in accordance with Chapter 17 (commencing with Section
25101). That business incone shall be further apportioned to the enterprise zone
in accordance with Article 2 (comencing with Section 25120) of Chapter 17,
nmodi fi ed for purposes of this section in accordance w th paragraph (3).

(3) Business inconme shall be apportioned to the enterprise zone by
mul tiplying the total California business income of the taxpayer by a fraction,
the numerator of which is the property factor plus the payroll factor, and the
denom nator of which is two. For purposes of this paragraph:

(A) The property factor is a fraction, the nunerator of which is the average
val ue of the taxpayer's real and tangi bl e personal property owned or rented and
used in the enterprise zone during the taxable year, and the denoni nator of which
is the average value of all the taxpayer's real and tangi bl e personal property
owned or rented and used in this state during the taxable year.

(B) The payroll factor is a fraction, the nunerator of which is the total
anount paid by the taxpayer in the enterprise zone during the taxable year for
conpensation, and the denom nator of which is the total conpensation paid by the
taxpayer in this state during the taxable year

(4) The portion of any credit remaining, if any, after application of this
subdi vi sion, shall be carried over to succeeding incone years, as if it were an
anount exceeding the "tax" for the income year, as provided in subdivision (d).

(g) The anmendnents made to this section by the aet—addingthissubdivision
Chapter 323 of the Statutes of 1998 shall apply to incone years begi nning on or
after January 1, 1998.
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(h)(1) For any incone year beginning on or after January 1, 2000, and before
January 1, 2001, the limtation described in subparagraph (B) of paragraph (2) of
subdi vision (b) shall be multiplied by a factor of 1.62.

(2) For income years beginning on or after January 1, 2001, and before
January 1, 2002, and within each cal endar year thereafter, the Franchi se Tax
Board shall reconmpute the limtation described in subparagraph (B) of paragraph
(2) of subdivision (b). That conputation shall be nade as foll ows:

(A) The California Departnent of Industrial Relations shall transmt
annually to the Franchi se Tax Board the percentage change in the California
Consumer Price Index for all items fromJune of the prior cal endar year to June
of the current cal endar year, no |later than August 1 of the current cal endar
year.

(B) The Franchi se Tax Board shall do both of the foll ow ng:

(i) Conmpute an inflation adjustnment factor by adding 100 percent to the
per cent age change figure that is furni shed pursuant to subparagraph (A) and then
dividing the result by 100.

(i) Multiply the amount of the preceding year’s linmtation applicable for
pur poses of subparagraph (B) of paragraph (2) of subdivision (b) by the inflation
adj ustnent factor determned in clause (i) and round off the resulting product to
t he nearest one dollar ($1).




